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PROCEEDI NGS
(2: 05 p.m)

MR. MEYERS: Hi, there. This is Ed Meyers. W
have five m nutes' worth of trouble trying to get through,
but how i s everybody doi ng?

UNI DENTI FI ED SPEAKER: Good.

MR. MEYERS: Great.

UNI DENTI FI ED SPEAKER: d ad you coul d get
t hr ough.

MR. MEYERS: | understand we have a about 12
peopl e here, so maybe we will have sone nore joining us, but
these calls tend to be fairly intensive.

So we will just junp right intoit. | would |ike
to wel cone everybody again. The purpose of this call is to
answer questions and to di scuss the Cost/Benefit Study
rel eased by the FERC at its open neeting of February 27th,
2002.

We are going to hopefully use this call to help
you prepare your coments when you file themon April 9th
and April 23rd, and they will help us all in conducting the
St at e- Feder al - Regi onal Panels comng up in the various
regions. We may have one in late April in the Western
St at es.

We don't plan to really have a presentation here.

We are just going to have Q&As and any comments that you
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care to make.

We are followi ng the Novenber 9th Order of the
FERC here of 2001, which neans that we have provided the
notice on this tel econference and we are transcribing it.

So as we get into the call, if you would just
i ntroduce your nanes before you speak. Right now what |
would like to do is go around the table and see if we can
get everybody here who is fromthe FERC staff. And we do
have a guest with us fromCalifornia. And then we will have
a roll call of the States.

Again, | am Ed Meyers, Director of State
Rel ati ons here at the FERC.

MS. MORTON: Mary Morton with Conm ssi oner
Brownel | 's offi ce.

MR. WHI TMORE: |'m Charlie Witnmore. | do
strategi c planning at FERC.

MR. TURNURE: This is Jim Turnure with |ICF
Consulting. | was the project manager for the Cost/Benefit
Anal ysi s.

MR. McCRACKEN: Chris McCracken with ICF
Consul ti ng.

MR. SOTOG:  Andrew Soto fromthe Chairman's
of fice.

MR. GALLAGHER: | am Sean Gal | agher fromthe

California Comm ssion. | amin the roomin person.
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MR. MEYERS: Right. dad you're here.

MR. RUSSO. Tom Russo. [|I'mwth the Conm ssion.
| am assisting Ed Meyers with the State Rel ati ons Program

MR. GOLDENBERG. | am M chael Gol denberg. | am
with the Office of the General Counsel.

MR. MEYERS: All right, thank you.

Let's now hear fromthe States to see who is with
us, starting with Arizona.

MR. SMTH: Arizona is represented by Jerry Smth
of staff, and Paul Wal ker with Comm ssioner Spitzer's
of fice.

MR. MEYERS: Ckay. Thank you.

California?

MR. HENDRI E: Janes Hendrie with Strategic
Pl anning. And then Sean, who | guess is at the neeting.

MR. LOVEN: This is Janmes Lowen al so at
California PUC.

MR. MEYERS: Fine. Thank you.

| daho, pl ease?

MR. EASTLAKE: Bill Eastlake from Staff. And I
Expect Comm ssioner Hansen may arrive for part of it. Thank
you.

MR. MEYERS:. Thank you

Mont ana?

MR. VICK: (Ilnaudible.)
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THE REPORTER: Could he start again, please?

MR. MEYERS: Could you please start again. W
have troubl e picking you up.

MR. VICK: Steve Vick, with the Montana Public

Servi ce Comm ssion staff. And Chairman Freland is al so

her e.
MR. MEYERS: Great.
MR. VICK: And our policy advisor, Susan Goode.
MS. GOODE: H, Ed.
MR. MEYERS: Hi.
Let see. New Mexico, please?

3

HUGHES: Herb Hughes, Public Regul ation
Comm ssi oner.

MR. MEYERS: G eat.

MS. RIVERA: And |I'm Betty Rivera, the new
Secretary of Energy and Mnerals for the State of New
Mexi co. Hey, Ed.

MR. MEYERS: Thank you. Hi.

Nevada, please?

MR. LINVILLE: This is Carl Linville. | amwth
the Governor's Ofice. The Conm ssioners weren't able to
join, so | amsitting in for them

MR. MEYERS:. Thank you

Oregon?

MR. BEYER: Conm ssi oner Lee Beyer, joined by
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Comm ssi oner Joan Smth and Stephan Brown from staff.

MR. MEYERS: Great. Thank you.

Do we have Texas?

(No response.)

MR. MEYERS: Utah, please?

(No response.)

MR. MEYERS: No one from Ut ah.

Washi ngton State?

MS. SHOWALTER: This is Marilyn Showalter. [|I'm
the Chair of the Conmm ssion, and both Comm ssioner Dick
Henmst ad and Conm ssioner Pat Oshie are with nme, and al so
Ni ck Garcia of our staff.

MR. MEYERS: Terrific.

Woni ng?

MR. FURTNEY: This is Comm ssioner Steve Furtney,
and | have Brice Freeman with ne.

MR. MEYERS: Okay. |Is there anybody else who is
on the call?

MR. SCHM TZ: Colorado PUC. M nane is Gary
Schmtz fromstaff. Conm ssioner Polly Page is here, and we
have ot her staff nenbers Wendell W nger, Wendy Al stadt,
Barry Santos Rock, Larry Shou, and | nez Dom nguez.

MR. MEYERS: Terrific.

MR. VENTZ: And Chris Wentz. |'mstaff to Betty

Rivera with the New Mexi co Energy M nerals and Natura
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Resour ces Depart nent.

THE REPORTER: Could he spell his nanme, please?

MR. VWENTZ: Yes. WE-NT-2Z

MR. MEYERS: All right. Anybody el se?

MR. LeKANG. |'m Don LeKang. |I'mwth FERC staff
and I'mcalling in.

MR. MEYERS: Thanks, Don. |s that about it?

UNI DENTI FI ED SPEAKER: --on the call.

MR. MEYERS: Hell o, Bob.

Is that about it, then?

MR. GRAY: Chuck Gray, NERUC.

MR. MEYERS: Oh, hi, Chuck.

THE REPORTER: | didn't hear him

MR. MEYERS: Chuck Gray, NERUC.

Thank you all for joining, and we have a couple
of hours set aside for this. So let's just junp in right
now wi th any questions or comments that you may have.

We have a team of people here hoping to help you.

MR, HUGHES: Well I'll junmp in. Herb Hughes, New
Mexi co.

VWhere does everything stand right nowin terns of
reaction to the study? What kind of comments have you
received thus far?

MR. MEYERS: This is the fourth of our regional

conferences, and so we have had a variety of calls. Just to
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characterize them obviously people have made their comments
and al so a nunber of requests.

The requests have been broken down into probably
two parts: things we can handle pretty nmuch right away; and
we're going to try to get sone things out to everybody al ong
those lines. For exanple, assunptions made by the study
coordi nators, maybe 50 or 60 assunptions that went into the
study, and a variety of other itenms |ike that.

And probably the second category woul d be maybe
addi ti onal conputer runs, scenarios, that type of thing,
wondering who is in what potential RTO that type of thing.
And that is going to require sone thoughtful consideration
as we go forward.

We will be thinking about these requests as they
conme out of the calls, plus you all will be filing on April
9t h and maki ng a nunber of requests we would assunme there
for additional conputer runs--

(A fax machine signal is heard on the line.)

MR. MEYERS:. --or what have you

Hel | o, there?

MR. HUGHES: Yes.

MR. MEYERS: --or what have you

So does that answer your question?

MR. HUGHES: There's sone interference on here.

(Line continues to make "nodeni' noise.)
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MR. MEYERS: What the heck is that?

(Di scussion off the record.)

MR. MEYERS: Hell o?

MR. HUGHES: Hell o.

MR. MEYERS: We're all back?

MR. HUGHES: Yes. This is Herb Hughes again. |
just had a quick follow up question.

MR. MEYERS: That's fine.

MR. HUGHES: | don't want to dom nate this. |
just wonder what is the time frame? Has there been any
shift in FERC s view in particular of the tinme frames for
all of this, or not?

MR. MEYERS: There's been no shifts.

MR. HUGHES: Ckay.

M5. SHOWALTER: This is Marilyn Showalter.

Before the questions get down to certain |evel of detail,
whi ch maybe they will, | guess ny general comment is that at
| east thus far as | see it that this is a case where the
assunptions going into the nodel are virtually everything.

| listened to the presentati on when the nodel was
unveiled and | recall the comments by the presenters that
the nodel itself is an efficient one, and so first the nodel
was altered to reflect the inefficiencies in the current
system and then those inefficiencies were taken out to

reflect what could happen in an RTOif the RTO were nore
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efficient.

It seemed to nme al nost tautological. Normally,
when you put inputs into a nodel the inputs thenselves are
things that you can control. So you say if |I do A, or if |
do B, or if I do C and put those inputs into the nodel, what
conmes out at the other end?

But it seens to ne, and | would like to either
hear coments now or study this nore, but it seenms to ne
that in this case primarily what happened were not inputs
that can be controlled that go into a nodel but rather
assunptions that actually can't be controlled that then cone
out al nost unchanged at the other side of the nodel, |eaving
t he fundanmental question which is can an RTO, however it is
structured, achieve these inefficiencies--or excuse ne,
these efficiencies?

It doesn't show that the RTOwi |l produce them
It only will produce themif it can produce them which is
out si de the nodel itself.

| would Iike sonme feedback on that observation.

MR. TURNURE: Well--this is Jim Turnure fromICF
Consulting. | can address parts of that, and then parts of
it may be better suited for discussions with the Comm ssion.

Thi s econonm ¢ assessnent essentially takes the
benefits' discussion from FERC s Order 2000 as the starting

point. And just for other folks on the phone, the benefits’
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di scussion in the NOPR, the Notice of Proposed Rul emaking
for Order 2000, is a much nore extended staff discussion of
benefits than the final rule for O der 2000 which is mainly
responses to comments, and in rather nore sunmary form

Part of the issue you are raising has to do with
an i ssue which was raised a nunber of tines by state
conmm ssioners and others in this process having to do with
when do you achi eve whol e market conpetitiveness?

At the Comm ssion, that relates to the question
of what is standard market design versus what is RTO scope,
and those rul emaki ngs have becone nore distinct over tine.

We have decided in this study to distinguish
bet ween types of benefits that could cone out of RTOs nmmking
the effort to clarify where the bang for the buck conmes from
as this process noves forward.

If you want to get into a debate about evidence
and proof and that sort of thing, that is a different kind
of assessnment. And you could, for exanple, attenpt to do
statistical analysis of conpetitive markets around the world
and take a look at that in a sort of a retrospective sense,
or a statistical sense. That is a type of analysis that has
occasional ly been | ooked at.

| haven't seen anything conprehensive enough that
we could point to it in this context and make firm

st atements about those connecti ons.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

s that a good starting point at |east?

M5. SHOWALTER: Well | guess. Maybe it's--if the
results of the study are taken to nean that, for exanple,
that an RTO can save point seven percent generation costs on
transm ssion-only nodels, well is it anything about the
nodel or the study that is showing that? O is it sinply no
nore than the assunptions you put in?

In other words, if you start with an efficient
nodel and you alter the nodel to reflect what you perceive
to be inefficiencies in the current system then you renove
those to refl ect what you perceive to be an efficient
system all you have done is put the assunption in, or take
It out, or put the inefficiency in, take it out, and | o and
behol d your original nodel shows something that is nore
efficient than the nodel showed when you put in the
i nefficiency.

But it doesn't get at whether an RTO can actually
deliver that nore efficient system That is my--that is the
Issue | amgetting at because | think that the general
pur pose of the Cost/Benefit Study was: WII RTOs be nore
efficient than the current systenf

And it seens |ike, subject to your correcting ne
and I would be happy to hear it, what this study does is it
doesn't show one way or another if RTOs are going to produce

efficiencies; it says if an RTO elim nates the efficiency
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t hat we have posited for the current system then it wll be
nore efficient. And that is the tautology |I'mtalking
about, which seens to ne distinguishable from nost
cost/benefit studies where you are putting in variables
somewhat subject to your control, defining what are we going
to do about this variable, and you massage it wi th whatever
nodel you think is going to--the real world would do to it.
And then you get your answer. Oh, we ought to do inputs A
and B, but not C and D because we won't get nore efficiency.

But if you take this study and say, well, what
should we do as a result of this study, there is not nuch
you can do because all that has happened is you've nade
certain assunptions about the inefficiency of the current
system versus a potential efficiency of another system

But where does it |ead?

MR. WHITMORE: This is Charlie Whitnmre at FERC.
| think that is a very good question. |'m not sure that
"1l answer it, but et me give sonme reflections as best |
under stand how this study worked.

In the first place, | think it is pretty clear
that the issue all along has been our belief that increasing
conpetition would lead to greater benefits, greater
efficiencies and so forth. And that is, the issue of
whet her RTOs are necessary to get greater conpetition and

woul d have that effect is not sonething that the study
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exam nes directly.

The presunption on our part has been that RTOGs
are the necessary platformthat has to be in place in order
to be able to get those efficiencies.

Now nmore specifically, when you are talking about
assum ng inefficiencies and then backing them off, that
applies essentially only to the transm ssion-only case and
has to do with how efficiently the transm ssion operates, or
It applies primarily to that one.

And | think one of the interesting answers that
came out of that was that the inefficiencies in the
transm ssion grid per se are relatively small as conpared
with other gains that could be nmade.

Now t he study, as | understand it, basically says
that while there m ght be $6 billion in benefits fromthe
transm ssion i nprovenents that would conme from RTOs, there
are $34 billion or so that could come from i nproved
generation because greater conpetition makes that nore
efficient, and $20 billion fromincreased Demand Response.

Now i n those cases | think what the study anounts
tois a fairly conservative set of assunptions about how
much increased efficiency you would get from those things.

In the case of generation, in effect what it does
is to say that all the currently inefficient plants, the

ones that are not operating terribly near to best practice
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In the industry, would nove sonmewhat closer to best
practice. It wouldn't get all the way there, by any neans,
but it would nove sonewhat closer.

And in the case of Demand Response, it's a
relatively small short-run Demand Response. Now it is true
that those are assunptions, and | don't think that the study
set out to or could ever prove that RTOs would create those
efficiencies. That is sonething that if the RTGCs are well
designed, that is what they are intended to do. And there
can be lots of argunents about whether they in fact would
achi eve that, whether a given proposal woul d.

| do think that the study in effect said that the
pl ace to be concentrating here, presumably if you believe
t he nunmbers, is not so nmuch on greater transm ssion
efficiencies per se but on nmaking sure the conpetition is
working in the nmarket.

And | have no idea how these things happen at the
Comm ssion. | wasn't close enough to them But | would
sinply note that the Standard Market Design proposals are
noving along at a fairly rapid clip and that would certainly
be consistent with the notion that that is where the biggest
bang for the buck |ies.

MR. TURNURE: | don't know how | ong we need to
di scuss this point--this is Jim Turnure again at |CF--but |

woul d just point out that the study |I think tried to
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recogni ze the phil osophi cal or methodol ogical limts, and
you can nmake the point you are nmaking and have a very good
di scussi on about that.

| think we said on page 77 the wi de range of
potential econom c benefits assessed here indicate
substantial uncertainty with regard to the exact mechani sns
and magni tudes of policy-induced changes to the electric
power system

And we suggest further research would do little
to narrow this range at the present tine, although evidence
from other industries and countries that have undertaken
conpetitive market transitions can offer |imted anal ogi es
and evi dence.

| think that as sort of unfettered anal ysts we
tend to end up with a fairly wide range of potential
benefits here. | think that further if you | ook at the
extensive literature on this issue going back to John Cowan
Smal | 's NC Markets For Power in the early 1980s and since
then, that the directional trend towards efficiency when
deregul ation occurs in these types of marketplaces is a
fairly pervasive assessnent.

This is not a literature review, but that type of
literature review could be undertaken if people felt they
needed nore evi dence.

MR. GALLAGHER: Jimand Charlie, this is Sean
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Gal | agher fromthe California Comm ssion. Let nme say what |
think I heard you guys say, which is that this study does
not show that RTOs are necessary to bring about the benefits
that are discussed in the study.

It doesn't show that RTOs are sufficient to bring
about the benefits that are discussed in this study.

It doesn't quantify the costs of inposing RTOs on
the country.

And it doesn't actually quantify the benefits
that would result from having RTOs across the country. It
just shows that--apparently what it shows is that if the
benefits that were assumed result, then the benefits are
nore likely to result frominprovenents in generation
conpetition than fromefficiencies in transm ssion.

I s that about it?

MR. WHITMORE: | think that overstates what
either one of us was saying by a fair degree.

MR. GALLAGHER: | apologize. 1've been in a
hearing roomall week so | don't nean to cross-exanm ne you.

(Laughter.)

MR. WHI TMORE: That's okay. We're getting used
to it.

(Laughter.)

MR. WHITMORE: First of all, | think the study

does attenpt to quantify the costs. And there is a
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di scussion in there about that.

Secondly, | think the purpose of RTGs is not to
create RTOs. It is to create the platform on which
conpetition can be built, at |east better conpetition than
Is there today.

I f you believe for sone reason or other that RTOs
can't or won't do that, then you're right. This doesn't say
very nmuch.

MR. GALLAGHER: Well | think the issue was not so
much who believes what, but | thought the idea here was to
try to give the states and other parties a sense of whether
RTOs are likely to deliver the benefits that it is hoped
will result fromgreater conpetition.

| am just having trouble seeing it.

MR. RUSSO. | think with respect to--this is Tom
Russo--1 think with respect to RTOs in general, things |ike
transm ssion planing, we at the FERC have a very difficult
time in our owm mnds thinking how regions can plan adequate
transm ssion planning without a regional type of framework.

Now I think the report focuses on RTO policy. So
what really constitutes RTO policy at FERC? | think it is
much nore than should we build or should we organi ze an RTO.
St andard Mar ket Design, and we sent information to the State
Comm ssi oners yesterday, is going to play an equal if not

nore inportant role in attaining sonme of these efficiencies.
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But | go back to transm ssion planning, which the
nodel does not factor into. Wthout an RTO | don't know
how you get there.

MR. MEYERS: Anyway, we are going to have a | ot
of policy discussions emanating fromthis Cost/Benefit Study
down the line. Let's just try to get into the study itself,
i f we coul d.

| mean if you want to discuss the policy and so
forth, let's keep on going there. But--

MR. HENDRIE: This is Janes Hendrie from
California. | have a question.

VWhen you | ook at the Executive Summary on the
first page, it says "The study seeks to be both
conpr ehensi ve and vi gorous, enploying sufficient
quantitative detail to accurately represent potenti al
out comes of RTO policy."

And | amtrying to think what you're saying that,
sort of like, well, we're just running an assunption to get
a--you know, if you believe the assunption, it gets there.

And so where is the sort of rigorous and
conprehensi ve parts of this?

MR. TURNURE: Well--this is Jim Turner--1 think
that the beginning of that answer lies in reading that word
"potential " again.

We are enploying a scenario analysis approach to
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this issue. And scenario analysis by its nature has a sort
of what-if flavor to it.

| f you go and you | ook at other studies of this
issue in this field, you will find that many of them enpl oy
scenario analysis in order to distinguish very detail ed and
conpl ex interactions between the generation system and the
transm ssion system and fuel input markets and ot her
mar ket s.

For example, the study that RTO West is
conducting with Tabors, Caramanus and Associ ates enpl oyees a
number of scenarios to distinguish between the potenti al
out cones.

And that is in itself a |large amunt of
information that | believe, and | think we believe as a
firm is valid.

The rigor conmes into the sufficiency of the
detail in the nodel you're representing, and we believe that
t he conprehensiveness in this case cones from bei ng as
direct and clear as we can about the entire context and what
we are treating here directly in the nodel, and what we are
treating as a separate quantitative analysis versus what we
are not treating at all. \Were does the analysis |eave off?

In that regard, it is somewhat of a starting
poi nt you could say.

MR. WALKER: This is Paul Wal ker with
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Comm ssioner Spitzer's office in Arizona. M question goes
to the nodel. It is this:

| don't see in here any sort of sensitivity
anal ysis. You say you have over 50 assunptions built in.
In the nodeling I'mfamliar with, you would do a
sensitivity analysis to analyze which of those assunptions,
If not realized the way you think it will be, will nost
dramatically change the results.

So was that done? And where can | find that?

MR. TURNURE: This is Jim Turnure again. Well
the scenarios here are generally sets of assunptions. You
di stinguish between scenario analysis and sensitivity
analysis typically, at least this is sort of an analytic
customif you will, scenarios are sets of assunptions and
sensitivity runs are variations in a single assunption to
find out how sensitive the nodel is to that assunption, and
effectively how robust your results are to different
assunptions and different outcones.

In this report, the only pure sensitivity--if
you'd like to call it that--is the Denmand Response case.
Because that case just happens to be one in which only one
assunpti on was changed.

And so that cones out effectively as a
sensitivity to the Demand Response. O her sensitivities

didn't fall within the scope of the resources or the tine
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that we were working wth.

Normal |y you woul d--you al ways t hi nk of
sensitivity you could run, and we are wel com ng--1 guess
peopl e are wel coni ng suggesti ons.

MR. BROWN: his is Stephan Brown, Oregon staff.
| have a couple of questions on the three scenari os.

MR. MEYERS: Who is speaking, please?

MR. BROWN:. Stephan Brown, Oregon staff.

MR. MEYERS: Brown, is it?

MR. BROWN: Stephan Brown, yes.

It seens as if--you know, we talked a little bit
earlier--it seenms as if the big benefits are fromthe non-
transm ssion cases, and it is not clear fromthe study or
our discussion so far that the assunptions used to generate
the benefits in the other two cases are attributable to
creation of an RTO

For exanpl e, the Demand Response case where you
change--inprove real-time pricing and time-of-use prograns,
It is not clear to nme anyway why an RTO woul d i nprove those,
or increase the usage of those prograns.

Also, it is not clear in the transm ssion
generation case why the RTO woul d decrease plant heat rates
and increase plant availability, especially given that in
the West we have a very effective and pretty wi dely used

whol esal e mar ket .



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

L4

Can you address nmy concerns?

MR. TURNURE: Well--this is Jim Turnure again--
the basics of that answer are laid out in the initial
section of the study in the regulatory context. There is a
| ot of sort of logical discussion of inefficiencies in the
current markets and why there woul d be enhanced incentives
for, anong other things, generator performance and Denmand
Response.

That is really the gist of that justification, if
you will. Beyond that, there have been other requests for
nore backup for those particular assunptions and that is one
of the immedi ate response itens that we will be preparing in
short order.

So if you would like to talk about some of those
particulars, we could do that, but if you want to be nore
specific that would be a good starting point.

MR. BROWN:. Well | | ook forward to seeing your
responses to the request.

| guess ny--you know, you nentioned that you laid
out the assunptions. | found the I ogic unconvincing.

For exanpl e, the Denmand Response prograns are
basically utility and state PUC | evel prograns. You don't
need--you could say, well, an efficient whol esal e market
could increase the, maybe the custoner's believability that

the utility would send themthe right price signal or
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sonmet hing, but they don't seemto be directly tied to
creation of an RTO

MR. WHITMORE: This is Charlie Whitnmore at FERC
| guess | would say a couple of things.

The first is that Demand Response is clearly a
different aninmal here fromthe generator side, which is one
of the reasons that it is put in separately so you can
either--you can see how big the overall effect is from
greater conpetition with it, and you can sort of decide for
yoursel f how nmuch of that is comng fromthe States and
com ng from ot her pl aces.

The notion on the generator side of this is that
I f generators were highly conpetitive today, to the degree
that they are there is not going to be very much effect in
the way that this nodel was operating.

And, Jim | don't know the details here so you

are going to have to correct ne on all this. But in effect

what happens in the nodel | believe is that you take a given

type of generator today and you | ook at the di spersion of
how efficient they are, and you nove the ones that are
relatively less efficient up the efficiency curve to sone
degr ee.

So if they are already operating in a very high
efficiency, and all of themare, then you' re not going to

get very nmuch effect at all.
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So the inplication of that is that, for whatever
ki nds of reasons, there are still considerable efficiencies
to be wrung out of the system And | think the question
about conprehensive and quantitative, that part of this I
think really is pretty conprehensive and quantitative.

Now there is a separate issue in addition to that
as to whether RTOs are either the necessary or sufficient
condition that you need in order to have efficient markets.

And that, you know, | guess we have different
readi ngs on what cost/benefit studies do. M sense is that
a cost/benefit study takes a policy and | ooks at what it
says it is trying to do, and asks the question whether, if
it did succeed in doing that, what benefits would be had and
how much it would cost.

Now as part of that, you can also do a question
of how likely is it to--whether the specific proposal you
are talking about is really truly likely to get those
benefits.

That is really not done here. And | think we
just have to accept that. We on the FERC side. But | don't
think it is a tautology to go back to one of the early
comments, | don't think it is a tautology to say, okay, it
Is intended to do this. |If it succeeded, what woul d the
benefits be?

That is in effect what the study does.
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MR. HENDRIE: This is JimHendrie. | had a
question on--and this may be up to Ji m Turnure because | am
hearing sort of two different things about how the
efficiency is nodel ed.

The study says that the efficiency is inproved by
6 percent for fossil-fueled units phased in over 6 years.
And we are nostly hearing that there is sone sort of
reference benchline that units nove toward.

And so how is the efficiency specifically nodel ed
in this study?

MR. TURNURE: Ckay. This is Jim Turnure. That
particul ar heat rate inprovenent was sourced to previous
work. And in particular, the environnental assessment work
that the Conm ssion carried out for Order 2000 at the tine.
Sim |l ar approaches were taken in other national analyses,
particularly the Energy Departnment's Conprehensive
El ectricity Conpetition Act, or CECA analysis of the
Adm nistration's bill a few years ago. | believe it would
have been either 1999 or 1998.

MR. HENDRI E: So what is the nmethodol ogy, though,
| guess is the question.

MR. TURNURE: The net hodol ogy falls under what
you woul d call generally 'best-practice analysis,' which is
fairly conmmon in both engineering and sort of corporate

fi nanci al contexts.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

£O0

The general nethodol ogy would be: Take a | ook at
a distribution of performance indicated across conparabl e
entities or plants. So for heat rates in particular, you
woul d divide up into consistent plant sites, and you woul d
take a ook a the spread, or the distribution of heat rates
or thermal efficiencies across all those simlar plants.

MR. HENDRIE: By "simlar plants,” is it just
| i ke combi ned-cycl e conbustion turbine, steam boilers, or
are they age-adjusted, or are they--

MR. TURNURE: They can be both. They can be
vi ntaged and they can be size-adjusted. So capacity
categories and vintages. That's the general approach.

Then you have to decide a few things. Nanely, if
you're tal king about best practice you certainly have the
best unit. But it is ny understanding or recollection of
t he net hodol ogi es that other studies have used that a nore
conservative approach would be to take for exanple the
average of the top quartile, the top 25 percent of units,
and you take that as your benchmark to which poorer
perform ng units nove over tine.

You al so have to decide how fast they are going
to nove, and if they are going to get there all the way or
just part of the way. So that is the sort of thing people
do when they come up with a nunber |ike a 6 percent overall

I nprovenent in heat rates.
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MR. HENDRI E: Okay. Because the study just says
| i ke one paragraph. It just says, you know, efficiency
gains inproved by one percent. So |I think what m ght be
useful is if you could provide sone followup detail as to
how t he nodel specifically does this vintaging and age-
adj usting and type adjustnents.

MR. TURNURE: Right. And when we have referenced
ot her studies, sonmetinmes it is nore helpful for people if we
actually go and get sonme information fromthose studi es and
provide that in sort of a sunmary form as well.

MR. SCHM TZ: This is Gary Schmtz with the
Col orado PUC. Just following up on that, do you have
materials that you could give us to--1"mtrying to not
debate the policy again, but just backup or further
di scussi on about these policy scenarios just so we can
under stand them better, not to debate them here, but just to
get an under st andi ng?

Do you have that kind of material available? And
how coul d we get that?

MR. TURNURE: On the scenario devel opnent, you
mean?

MR. SCHM TZ: Yes. For exanple, the heat rate
and the reserve margi n changes, and the transm ssion
capability, all those assunptions. And then you said you

have a | ot nore that we haven't seen yet. You nentioned you
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woul d get us material. What m ght we expect to see?

MR. TURNURE: This is Jimagain, Jim Turnure at
| CF Consulting. Essentially what goes on when we devel op
t hese types of anal yses, one of the first thing that happens
is the delivery of a fairly |arge assunpti ons docunent to
the client. That contains usually a set of assunptions that
we are proposing, and those are usually nostly oriented
around the base-case devel opnent.

So lots of details about underlying market
fundamental s |i ke demand growth, gas prices, et cetera, et
cetera, et cetera.

VWhat we have done is we have taken that origina
assunptions' docunent and made sonme changes to it to reflect
where we ended up, because the original delivery of that
docunment was pretty early in this process.

So we are adding pieces to it that include
further docunentation of the scenario assunptions, in
addition to the base-case assunpti ons.

MR. SCHM TZ: This is Gary Schmtz again. And
you are going to provide that to us, then?

MR. MEYERS: What? The set of assunptions?

MR. RUSSO. Um hnm

MR. MEYERS: Yes. W're going to be doing that
within, what, two or three business days.

MR. SCHM TZ: And do we need to give you e-mails,
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or how w |l that occur?

MR. MEYERS: We're going to send themout to
everybody. Everybody on the e-mail 1|ist.

MR. SCHM TZ: Ckay, thank you.

MR. TURNURE: And it will be docketed? |Is that
right?

MR. MEYERS: They'l|l be docketed in the case.

MR. VWHITMORE: They will be filed in all the
rel evant cases, and we also plan to put it up on our web
site. This is Charlie Whitnore at FERC.

MR. SCHM TZ: And that w Il cover the
assunmptions. Then | was asking about the policy. Again, do
you have further description of the policy cases?

MR. TURNURE: Further description beyond what is
In the study?

MR. SCHM TZ: Yes.

MR. TURNURE: |'m not sure that we exactly do.
Do you have sonething specific in mnd?

MR. SCHM TZ: Well, for exanple, the previous
question about how the heat rate is done. That was a nice
di scussi on that you gave over the phone, but if we wanted to
read that, do you have that witten down sonmewhere?

MR. TURNURE: Oh, | see what you're saying. |
t hought you neant sonet hing about the specific

configurations of the RTOs.
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W will make an attenpt. This is a presentation-
styl e assunptions docunent, so it is not a long narrative
type of piece, but we will try to be as--we will try to
i nclude any nunbers that are relevant. W will try to point
to further sources of information that may be nore
narrative. For exanple, the Energy Departnment study I
mentioned will certainly try to put in sonme of that.

|'"'mnot sure it will be a full-scale narrative
approach, though.

MR. WHITMORE: This is Charlie Whitmore. If |
under st and your question, it is will we have sonething that
descri bes the assunptions that went into both the generation
and transm ssion case on one hand, and the Demand Response
case on the other? Is that--

MR. SCHM TZ: Right. That would be hel pful.

MR. WHITMORE: Right. W are planning to do that
as part of this package that conmes out in two or three
busi ness days.

MR. SCHM TZ: Okay. Thank you.

MR. VWHI TMORE: At |east an outline.

MR. LOVWEN: This is Janes Lowen fromthe CPUC. |
wanted to just get a little bit nore clear on the analysis
here. | have understood that in the near future you are
going to be publishing or sending out to us the assunptions

that were made that were inputs into the nodel that then
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delivered the various outcones.

| don't want to bel abor the point too nuch, but |
am wondering if there is going to also be an expl anati on of
how it is that the various assunptions are put together into
t hese ensenbl es and why they get | abeled an RTO case, or a
transm ssion-only case, and what are the reasons for
attaching those |l abels to the various paraneter input
assunpti ons.

MR. TURNURE: This is Jimturnure. Well that
particul ar question hasn't really come up so far. There is
In the assunptions docunent itself some of the sane tables
that describe the scenarios, and so forth, and I woul d be
happy to take a stab at sone nore description.

There is some of that in the study. It is always
a challenge in these studies to decide how big it should be
and what |evel of information in the end is appropriate for
people. So | can take another whack at that.

MR. LOVWEN: | think that woul d be hel pful.

MR SMTH: This is Jerry Smth of Arizona staff.
I would like to nove for a nonment beyond sone of the
assunption di scussion ad address sone of the concl usions
fromthe report itself.

For the transm ssion-only scenario, if you can
actually denonstrate the assunptions that acconpany that are

achievable. It is ny sense that the transm ssion-only
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scenario is a better reflection of the true benefit of an
RTO

| believe that the other scenarios are capturing
benefits of market efficiency and how you manage your Denmand
Response. And if that is factual, | would suggest that
maybe one of the concerns | would have is that in the
transm ssi on and generation scenario that we have not
accurately captured the cost of the infrastructure required
to achieve that generation scenario's efficiencies that are
descri bed for the $60 billion.

In fact, the Western Governors Association's
Transm ssion Report attributes $8 to $12 billion in the West
al one to achieve the efficient energy benefits of expanding
t he generation scenarios nore in line with what you have
studied, | believe.

And the other coment | would nmake is that if the
transm ssion-only scenario is reflective of the type of
benefits that could be accrued with the formation of RTOs,

It appears to certainly beg the question of to what degree
there is any reason to continue a claimthat size matters
for RTOGs.

Because the transm ssion-only scenario is siXx-
fold greater inpact than the sensitivity of the small to
| arge RTO scenari o.

| woul d wel cone any feedback on those.
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MR. TURNURE: Well there are a nunber of
different fol ks here who could respond to parts of that.
This is Jim Turnure at ICF. 1'll just take a whack at sone
of the nore analytically related points he made there.

We handl ed the cost of infrastructure in the
context of RTO establishnent, per se, which inplies the
operational control, the control roonms infrastructure,
communi cations infrastructure, not the potential for
transm ssion grid expansion properly speaking.

There are a couple of elenents to that. | think
that it is inportant to note that this, this nodeling system
coul d be used to assess econoni c expansions. That is to
say, you can nmake a dynam c investnment an option for the
transm ssi on side.

That is not a feature that's being exercised in
this analysis, but it is a feature that the nodel carries.
Generally when you're doing very |large-scale, national scale
anal yses, that feature is not used nmainly because the way
that it would build transm ssion |inks across various
regions of the country would be fairly aggressive.

There are a | ot of economc |inks that could be
i mproved. However, the political and other difficulties
with transm ssion siting generally make that sort of
approach unrealistic, and you would really be under a | ot

nore criticism | think, if you were building transm ssion
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| i nes here and there across the nation in this nodel and
calling that a forecast.

So you can learn a | ot nore about the val ue of
transm ssion grid expansion using a nodel |ike this.

However, for purposes of this study, that feature was not
exer ci sed.

So | think that the conparison with the Western
Governors Association look at really large transm ssion
backbones and expansi on and novi ng power out of Wom ng and
so forth. That is a different kind of conparison which
could be made but isn't nmade here.

And |l et nme just then comment briefly on the whole
regi onal planning aspect of this. | think that one of the
things that conmes out of the study is in fact that people in
particul ar states are affected by events that happen a | ong
way off.

| think that the Western States are very well
aware of that at this stage. And it just points that out
again in a way which my have policy inplications. And |I'm
not going to go there in this context, but it really does
rai se sone interesting questions. And perhaps the
Comm ssi on can pick up on sone of that.

MR. WHITMORE: This is Charlie Whitnmore at FERC
Just to add a coment on the size of the RTOs. |1'mnot sure

that 6 to 1 is the right nunber, but certainly | think
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anybody reading this report would say that it is saying that
the size of RTOs is relatively uninportant conpared to a
variety of other things involved.

| think that is the inportant part of the
findings here.

One caveat to that is that it didn't make any
assunption as to whether you needed |larger RTOs in order to
get nore conpetition in generation or not. And clearly the
bi ggest gain in all of this is fromincreased conpetition in
generation and the presunption--and again this goes back to
an earlier discussion--but the presunption that we had was
t he whol e purpose of an RTOis in large part to get better
mar kets so that you have nore efficient generation.

Now whet her | arger RTOs do nore of that than
smal l er RTOs, the study doesn't address. And so that is
just how it is. But that is a caveat. The nmain point is
that the nunbers for larger RTOs are not hugely better than
the nunmbers for somewhat smaller RTGs. T

MS. SHOWALTER: This is Marilyn Showalter. As a
followup to that point, | noticed that about the
di stinction between, you know, many RTOs and few, but isn't
it really no nore than a function of the nodel having
I deal i zed the efficiencies that an RTOw ||l achieve?

So if you begin with your assunption that RTOs

are nore efficient, then they sinply are nore efficient.
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And splitting it up into, you know, four or seven isn't
going to make a difference because that idealization renains
t here.

| think that is, it seems to nme, strictly a
function of the nodel or the assunptions, not really
anything else. It doesn't really prove in any sense that a
big one or a few are the same or better or worse because
you're just going to get out what you put in, which is the
assunption that RTOs are nore efficient.

MR. TURNURE: This is Jim Turnure again. And
wi t hout going directly to the whol e question of what would
constitute proof in this context, which is a quite
interesting discussion, | will just point out that we very
clearly said in the study that if you can establish a link
bet ween RTO scope and market efficiencies in the generation
side, then you would have a nmuch different story and a mnmuch
| arger inpact here.

We have not cone across a good, solid way to say
that you need to have X size of an RTO before the
conpetitive incentives really start to bite.

The way you woul d think about that has to do with
how many conpeting suppliers do you need to trigger
effective arbitrage, price arbitrage in a downward direction
such that everyone is really conpeting, and the |ess

efficient units are really in jeopardy of losing their sales
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and losing their position in the dispatch order.

It is arguable that that could happen with as few
as five to seven conpeting entities, but that becones a
mar ket structure debate. And that becones a nmarket power
debate. And in the |long-run national forecasting context,
that particul ar debate cannot really be resolved
effectively.

But just to point you in the direction of where
you m ght think about that debate, it is possible that a
smal | enough RTO sinply would not have the kinds of inter-
unit conpetition that you would need to put these sorts of
i ncentives in play.

MR. HENDRIE: This is JimHendrie from
California. This study did not |ook at the market power and
assunme there would be no market power? Is that correct?

MR. TURNURE: |'msorry, we m ssed your
I dentification.

MR. HENDRIE: Jim Hendrie from California. This
study said it did not |ook to market power and assune there
woul d be no market power? Correct?

MR. TURNURE: Right. Exactly.

MR. HENDRIE: And | guess it also assunes that
the RTOs kind of serve as a central dispatch function and
di spatch units fromthe | east cost to the highest cost to

nmeet demand based on their operating characteristics as
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nodel ed? Right?

MR. TURNURE: Also correct, yes.

MR. HENDRI E: And a sonewhat technical question,
if you don"t mnd. 1'd like to follow up on how t he node
does capacity additions over tinme. So the nodel just kind
of | ooks out in the future and keeps addi ng new units on
line to keep the operating reserves at 15 percent?

MR. TURNURE: It |ooks out over tinme and nakes
efficient additions to keep reserve margin requirenents at
what ever | evel you set them at.

It al so has the capability to share capacity
across regions, so that there is reserve sharing basically
going on, too. There is a separate capacity in energy
mar ket clearing in the nodel.

MR. HENDRI E: So when you have the nodel running
it out, it basically--1 mean is it fair to describe it as
sort of an ommiscient central planner that makes sure that
there's always 15 percent reserves at any given point in
time, either on a regional basis or inter-regional?

MR. TURNURE: That's right. You can sinulate
over- and under-build conditions with this sort of nodel,
but that is not something we are doing here, except to the
extent that we're including firmy planned builds which can
push some regions above their reserve margin requirenents in

the initial years.
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MR. HENDRI E: Ckay, so there's no--so when you
| ook at sort of costs and production costs, there is no | ost
| oad cost, no LOLP cost or anything like that?

MR. TURNURE: Um wunless |I'm m ssing sonething
here, | don't think so. The question of assessing reserve
mar gi ns and what your peak capacity price is has nore to do
with replacenent costs, really, than it does w th outages.

MR. HENDRI E: Ckay, so | just want to be clear,
so the nodel kind of continually adds capacity so that
you'l | always neet the 15 percent reserve nmargin, and the
nodel then at no point in tine would portray a regi on where
capacity reserves could drop down bel ow 15 percent?

MR. TURNURE: The way it's inplenented here, yes.
And that's a fairly standard node of inplenentation. You
can do peak capacity pricing and LLLP sorts of work with
this nodel. It tends to turn into a shorter run type of
anal ysis because you want nore tinme segnent detail.

MR. HENDRIE: So this nodel could give you sort
of peak prices. |In other words, what peak prices m ght | ook
i ke. But that would be short-termand the nodel didn't run
it?

MR. TURNURE: Well the--

MR. HENDRI E: Since you're looking at long term

MR. TURNURE: Yes, there are tradeoffs you nake

when you configure the nodel. And in this context we have,
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Is it seven demand segnents?

MR. MacCRACKEN: | think it is 10 in this
cont ext .

MR. TURNURE: Ten demand segnents. So you would
be capturing a pretty good | ook at the peak, but it sort of
is a long-run peak and you could do nore tinme detail if you
took a shorter horizon or a nore specific geographic focus.

MR. HENDRI E: Ckay.

MR. TURNURE: |s that hel pful ?

MR. HENDRI E: | guess one nobre question on | east-
cost dispatches. How did you handle scheduling for Iike
outages? |Is that just randomy done in the nodel ?

MR. TURNURE: It's generally done as a consistent
availability penalty, if you will. That is, plant
availability in this nodel really incorporates planned and
unpl anned out ages.

There is also turndown constraints and sonme of
that sort of thing going on. That gets pretty detail ed.

MR. HENDRI E: Just sort of a nonte carlo
si mul ation?

MR. TURNURE: More |ike an averaging, really.

MR. HENDRI E: Averagi ng? Okay.

MR. WHITMORE: This is Charlie Whitnmore at FERC.
Just to make one thing, just to be sure we're clear on it,

as | understand it at |east the 15 percent nunber for
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reserves is in the base case, and in the various scenari 0s
that's tuned down to 13 percent. |Is that right?

MR. TURNURE: Well, yes. Regions start wherever
t hey are now, and they nove towards a nore consistent 15
percent, or 13 percent over tine.

MR. HENDRIE: | nean it says | think 13 percent
by 2020, and so it is kind of unclear when you would start,
you know, when would you get to 14 percent, and when woul d
you get to 13. It seens |like those are--if you don't get to
15 percent until 2020, are you looking at sort of really
being in outyears before you get down that | ow?

MR. TURNURE: |'mpretty sure that's a straight-
i ne extrapolation. Again, there is a wealth of input and
out put data that goes on, and we had to nake sone very
strong deci si ons about how nmuch detail to get to with that
type of assunpti on.

Pl ease ask for those in this call and in
comments, or either place, so people can have an

under st andi ng of what information people are interested in

seei ng.
MR. HENDRI E: Ckay.
MR. SCHM TZ: This is Gary Schmtz at the
Col orado PUC. | wanted to follow up on a discussion about

transn ssi on costs.

Earlier you all nentioned that transm ssion costs
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weren't included in the RTO costs. And | understand that.
That is the startup of the RTO

Does the nodel, though, add transm ssion? O is
it a static with respect to transm ssion as it noves through
time?

MR. TURNURE: The way it's used here, it's static
with respect to transm ssion with the exception of a
scenari o assunption of a 5 percent one-tine upgrade to
existing |inks as opposed to new construction. So it's--

MR. SCHM TZ: |'msorry, go ahead.

MR. TURNURE: No, | was just saying it's static
basi cal | y.

MR. SCHM TZ: So through this entire peri od,
there is no new transm ssion built in the US.?

MR. TURNURE: That's ny understandi ng, yes.

M5. SHOWALTER: This is Marilyn Showalter on the
5 percent one-time. |s that assumed to cost sonething, or
not hi ng?

MR. TURNURE: |It's assuned to be reflective of
better information, better reporting, better coordination,
nore accurate ATC reporting. So therefore it is not an
infrastructure type of upgrade. At least that is ny
I npression. W sourced that from previous work again.

M5. SHOMALTER: So it has zero cost associ ated

wth it?
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MR. TURNURE: That's right.

MR. SCHM TZ: This is Gary Schmtz again in
Col orado. | just want to follow up. Wuld it be true,
then, if transm ssion was added during this period, then
woul d your estimates of the benefits of, you know, through
the transm ssion-only case and the generati on response,
woul d they then even be bigger?

"' m confused about how to square these
I nprovenments with no new transm ssion. Could you talk to
that a little bit?

MR. TURNURE: Well 1'Il give it atry. This is
Jim Turnure again at ICF. Basically ny view of this would
be that if the nodel was allowed to build economc
transm ssion, they would by definition have a net benefit
because the nodel wouldn't build themif they didn't.

Now i f you linked that to the RTO policy and you
said that it's a policy case where you can build
transm ssion but not in the base case, then, yes, you would
have greater benefits. And this would be equivalent to
sayi ng that sonething about RTOs or better regional
coordination allowed links to get built that had an overall
system benefit. |If that's at all hel pful there.

MR. VWHI TMORE: Which is another way of saying
t hat regional transm ssion planning, if it had been

i ncl uded, would have increased the benefits.
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MR. LOWEN: This is Janes Lowen at the California
Comm ssion. Regarding adm nistrative costs for RTOs goi ng
forward, fromwhat | understand the study did include what
were called startup costs. But on an increnental basis as
conpared to the base case going forward, RTO adm nistrative
costs were reckoned to be no greater than current
adm ni strative costs for operating, | suppose for operating
transm ssi on systens?

And our experience in California seens to be that
the costs for operating the 1SO the adm nistrative costs,
are consi derably higher than was the case for the utilities
prior to the |1 SO s existence.

Can you tell nme whether | understand your
met hodol ogy correctly, and then also what's the basis for
assum ng that these adm nistrative costs are not any higher?

MR. TURNURE: Sure. This is Jim Turnure at |CF.
Essentially, | hesitate to call this a nethodol ogy exactly
when it cones to operating costs of RTOs. Basically when we
sat down to do the nethodol ogy and to think through the
framewor k and how we shoul d assess those kinds of costs, we
rapidly encountered a very fundanmental problem which was
t hat we have sort of two differing directions, one that
woul d i ncrease operating costs and one that woul d decrease
them And it struck us very early on that the information

base there was not going to be sufficient to make a very
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good assessnent.

So we let it be a wash, but the two
countervailing forces are essentially, one, nerger type
savings from consolidation of existing system operators in
control areas, okay? And you can go to nerger analysis and
ot her sources to start to understand how you woul d approach
that sort as an institutional analysis, if you wll.

MR. LOVEN: Right.

MR. TURNURE: Versus the potential for increased
functionality on an ongoing basis at the RTGCs. |If you have
mar ket nonitoring, certain kinds of market settlenments that
aren't occurring now, secondary markets, reserve markets, et
cetera, sone of those things are functionalities that the
current systens don't carry.

So there's a sort of a countervailing force there
that we in the end decided that it would be beyond our
capacities to be serious and credible to get enough backup
to work those nunbers through

So we just sort of tried to be clear about that
in the report.

MR. LOWEN: Okay. Thank you. So | understand
t hose theoretical forces in opposing directions. Did
you--and I'msorry, | don't renmenber if the report stated
this or not--did you | ook at historical changes in

adm nistrative costs for utilities that switched from sort
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of nore of a old-style command and control approach to a
mar ket operation?

Did you |l ook at their sort of enpirical
observati on of changes in adm nistrative costs?

MR. TURNURE: No. We really didn't do that.

MR. LOVEN: Ckay.

M5. SHOWALTER: This is Marilyn Showalter. As a
followup to that, were all of the assunptions that went
into the nodel going only one way? That is, an assunption
t hat somet hing would be nore efficient or nore beneficial,
and any potential costs that would have gone the other way
were not assunmed? 1Is that right?

MR. TURNURE: |'m not sure quite--

M5. SHOWALTER: To put it another way, did you
make any assunptions of costs that were offset by the other
assunmptions of nore efficiency?

MR. TURNURE: Well we nade an attenpt to | ook at
the initial, the startup costs, the costs to get fromthe
current situation in the country to a situation where there
are RTOs established throughout the country.

That set of costs has a range on it, as well.

MS. SHOWALTER: Okay.

MR. TURNURE: We devel oped a set of indicators
based on the current set of ISOs that's operating, and we

used those to extrapol ate how nuch those costs would be if
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they were incurred for the whole country instead of for the
current set of ISOs. And that range cones into the $1
billion to $5.75 billion range.

So that is the sort of start-up costs that we
assessed here. Again, that's a range, a fairly w de range,
and it's a question of really infrastructure expectations.

If you wanted to have a nore accurate, or not nore accurate
but narrower range of those startup costs, you would ask
yoursel f what do we really know about the RTO fornmations

t hat we expect?

I n other words, the main driver of that cost
spread is fixed infrastructure |like control roons, and
dedi cated fiber optic comuni cations infrastructure. So the
nodel , the business nodel if you will, of the RTOs has a big
effect on whether you would have | ower or higher startup
costs.

MR. BROWN: This is Stephan Brown with Oregon.

To follow up on the costs discussion, you nentioned PJM
extrapol ated costs to cone up with the |Iow estinmate, but you
don't nmention where you canme up with, what you used to cone
up with the high estinmte.

MR. TURNURE: ©h, yes. Well we have a | ot of
reports with a lot of different estimates in them And one
ot her report that's com ng out now that has an equi val ent

set, or another set at least that | thought was a nice | ook
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was at |least the prelimnary RTO West Report by Tabors,
Cramani s and Associ ates. They are taking a very simlar
approach with a nunmber of very simlar cost indicators.

| was actually surprised how simlar their set
was to the set that we devel oped. | guess you would have to
say that there is sone debate about where sonme of those cost
estimtes are comng from

And it is really the California experience that's
t he high-end driver there.

MR. BROWN: Does that nean that you used the
California costs to come up with your estimte for the high-
end costs?

MR. TURNURE: Well we are sort of taking a few--
yes, essentially, but there is an averagi ng going on there,
too. It is not just California. W are taking the set of
di fferent cost indicators and averagi ng how they cone out on
the low end and the high end.

MR. HENDRIE: This is JimHendrie from
California. | have a question about cost and benefits. The
study has benefits |isted, you know, variations fromthe
base case, and do those include the cost of startup? You
| ook at the startup costs are the one-tinme costs up front.
And so when you | ook at the benefits that are listed, those
woul d just be generation transm ssion benefits, and then you

woul d have--take the startup costs off the top, right?
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TURNURE: Yes, that's right.

3

HENDRI E:  Okay.

MR. TURNURE: We |eft those separate just mainly
for clarity, | suppose.

MR. HENDRI E: Ckay, so whatever benefits are,
then you could say fromthis take a one-tine subtraction of
startup costs, whatever they are, to get net benefits?

MR. TURNURE: Right.

MR. HENDRI E: Ckay.

MR. GALLAGHER: This is Sean Gall agher from
California. Does the study attenpt to take account of any
regi onal variation now? For exanple, in the West there is a
fairly vigorous regional wholesale market. And so | wonder
are the same generation efficiency increases likely in the
West as m ght be in other regions?

And, simlarly, there are differences in the way
transm ssion is constructed, or in the ground in the Wst as
opposed to other places. Another sort of variation on the
sanme question is: The West is a region which has a
substantial hydro portfolio. Wat is the inpact of that on
your generation efficiency anal ysis?

MR. TURNURE: Okay. Well that question has to do
with sort of the uniformty of approach as we went from
region to region in the country.

The first broad point | think would be that the
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nodel has the sanme basic market structure for all the
regions that it considers because it's working on a sort of
a spot pool clearing nmechanismfor dispatch. So that is
consi stent.

But what is different is both the set of
transm ssion transfer assunptions which are treated the sane
across all the different parts of the country, but are based
on each region's detailed reliability assessnments, which
then ICF working for clients is always breaking down these
regions to nore detail and building them back up.

So we tend to | eave subregions there when it
seens to be significant. And so we're treating those things
consistently across the country, but consistently nmeaning
we're taking the existing on-the-ground infrastructure into
account in a fairly detail ed manner.

The sanme ki nd of comment would apply to hydro
treatnment, | think. There is within the nodel--the way we
handl e hydro essentially is sort of a hybrid between sone of
It is dispatchable and sonme of it is not.

So we actually have part of that as nmust-run and
part of that as dispatchable in the regular conpetitive
di spatch. And |I'm sure people could get into interesting
argunments about how nmuch of it should be treated one way or
another, but that is a fairly standard optim zation approach

to that hydro issue.
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So we are in a position to effect those things as

a sensitivity analysis, and we have done that quite a few

times.

s that good for clarification?

MR. GALLAGHER: That's good for ne.

MR. BROWN. | was wondering--this is Stephan
Brown in Oregon again--1 was wondering, have you generated

results by region for the various cases?

MR. TURNURE: Well what cones out of the nodel is
a rather |large array of outputs. The short answer is, you
know, we've got both--the basic econom c outputs are
production costs and energy prices. Actually, energy and
capacity prices, which we are conbining in the report.

And, yes, those are generated for all the
regi ons, production costs and energy prices as well.

MR. BROWN. Maybe | can make this sinpler. Slide
25 which shows the--

MR. TURNURE: |'msorry, could you identify
yoursel f agai n?

MR. BROWN: Stephan Brown with Oregon again.
Page 25 of the slides--

MR. TURNURE: The presentation?

MR. BROWN: Exactly. | was wondering if that was
avail able by region. O, well, | don't care about the East

ri ght now, but the West.
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(Laughter.)

MR. TURNURE: Um | nust be | ooking at the wrong
pages. Are we tal king about--1"msorry, there's two
versi ons of the presentation.

There's a one-page--or we have--1I have the flip
version, and | think Chris is |looking at the one you're
tal ki ng about. Say again. Slide 27, you said?

MR. BROWN: Slide 25. It has "System W de

Production Costs For Policy Cases, MIIlions, Year, $2000

net - -
MR. TURNURE: Right, right, right, right, right.
You know, it's a question of--that's really
ultimately a question for the Conmm ssion. | nean, does it

exist in the runs? Not only does it exist; it breaks it
down to fuel, and O& and capital, and it has all the
details of the production costs in it by region.

So really there is a lot of informationa
questions being raised, and the Comm ssion is in the process
of collecting themall. So it does exist.

MR. BROWN: Stephan Brown of Oregon again. |
t hi nk you probably heard from various states that | think
the West is different fromnost of the rest of the country.
National results, while interesting, do not necessarily
apply directly to the West.

MR. MEYERS: This is Ed Meyers. | just m ght
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mention that in each of the regional calls, various
Comm ssi oners have asked and staff have asked for regional
results. So that we have taken that into consideration, and
also in the filings that you're going to be making on April
9th that may be sonething that you may wi sh to request.
Because as a result of this process, this call, what we are
going to be doing is taking back all the requests and

| ooking at the requests that could also show up in the
filings and try to organize them and see how many we can
respond to, and what we may have to say, okay, we're going
to do this, and perhaps the rest of it m ght be sonething
that the states wi sh to pursue.

But as far as the regional results are concerned,
t hose appear to be itens which we have plenty of data on.
And so if you could make the request based on what you
consider to be the region that you're interested in, or
subregion that you're interested in, that will give us
pl enty of basis to go back and help us to make a decision as
to whether we can do that.

Anot her thing I mght add, since it came up
earlier on the transm ssion expansion case, it's cone up on
each of the calls and there's been sone interest in having a
case run that includes transm ssion expansi on.

| CF has said that they could do--they could nmake

their own assunptions where the transm ssion |lines could go,
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al t hough that is obviously a state policy. But it could be
done, for exanple, on a | east-cost basis, although if you'd
care to say okay, if you would place the Iine here or there,
make those ki nd of assunptions and provide that to |ICF,
perhaps in your April 9th filing, then that could also help
us in determ ning whether we can respond to you in a tinely
way .

MR. BROWN: Thank you very nuch.

MR. MEYERS: Thank you

MR. GARCIA: Hi, this is Nicholas Garcia with the
Washi ngt on Conmi ssi on.

The calibration part of the analysis assunmed that
existing 1SCs had no internal hurdle rates. | was wondering
i f that assunption had been confirnmed in any study.

MR. TURNURE: That's an interesting question.

MR. GARCI A: The reason why |I'masking this
question is because it seens to ne that 1SOs can give us a
glinpse of what |larger RTOs m ght look like. And if they do
effectively get rid of internal hurdle rates, then that
woul d | end sonme credence to the assunptions of this
anal ysi s.

But if they don't, it would cause those
assunptions to be called into question.

MR. TURNURE: That sounds |like a follow up

question to me. This is Jim Turnure again. That is
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equi val ent to asking whether an existing SO is actually
achieving a very conpetitive dispatch result, or if there is
still internal bottlenecks and problens that are preventing
t hat from happeni ng.

s that one way to rephrase that?

MR. GARCIA: Yes. That's a fair way to ask that
question. But | don't even think you need to ask whet her
t hey' ve achi eved perfect dispatch, if you will, but rather
are they noving in that direction effectively?

MR. TURNURE: Yes, yes. Well | know that the PIM
econom ¢ study froma year or two ago certainly made that
claim | mean that was the one where they were asserting
t hey had, you know, two or three billion dollars of benefits
already in the PIMregion. And that has everything to do
with achieving that kind of result, at |east as a trend.

But it is certainly a worthy question for a
little nore detail ed thinking.

MR. GARCI A: And another followon to that is
whet her or not you are seeing the types of inprovenent in
generation efficiency there that you woul d expect to see for
the | arger RTOs. Are we seeing, relative to neighboring
areas, the average or even the bottom half of the generators
In that area inproving their efficiency?

MR. TURNURE: That is a statistical conparative

retrospective type of analysis | was referring to earlier,
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yes.

MR. GARCI A: | understand that. But at | east
t here you can actually go and | ook at sone data and use that
to confirmthe assunptions that you're making here. Because
right now | think that you've heard probably fromall other
t el ephone calls, and this one also, that there's a | ot of
uncertainty whether or not a 6 percent generation
i nprovenent is realistic. It may be. It may not be.

| don't know. But it right nowis very
uncertain.

MR. TURNURE: Um hmm

MR. McMNN:. This is Rory McM nn from New Mexi co.
| would like to ask a question of Nicholas Garcia in regards
to the question he asked.

Are you suggesting to include the California I SO
I n your question specifically? O are you suggesting that
all of the existing | SOs and have them have these results
done separately by | SO?

MR. GARCI A: The reason, where | got this
question fromwas on page 36 of the study. On the second
paragraph it says, the | ast sentence says:

"Existing 1SOs (California, PIM New York, and
New Engl and) are assuned to have no internal hurdle rates.”

And so it got ne thinking that we have sone test

cases that are potentially out there that we can start using
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to see whether or not the benefits that are assuned in the
| arger RTO analysis are indeed realistic, or are there other
probl ens that are going to prevent us fromgetting there?

And | don't think it would necessarily be a bad
idea at all to include the California and the other | SGCs.
But | think at |east |ooking at one of them would be--or
| ooking at all of them would be a good idea.

MR. McM NN:. The point I'mtrying to make,
M. Garcia, and others that are listening, is that I would
like to have that information as well. | think it would be
great to have that. | think your suggestion is well taken.

The point | amtrying to nmake is that | think
that if you generate that data it shouldn't be |unped data,
and it should be separated by existing 1SO so that we can
see those efficiencies. Because that is an inportant
question, especially to this State, because we are currently
In the process of siting nmerchant plants that are buil ding
specifically for California, generating power for the
California market, which is of course referred to as an
econom c study.

So when you throw this in there, | think that it
needs to be totally separate.

MR. WHITMORE: This is Charlie Whitnmore at FERC
| would just like to say that that is a very intriguing set

of suggestions, and the coments that you file |I hope wll
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include that. It is not sonmething that we are going to be
able to do in the next little while.

But it is a great set of ideas to have on the
table, and | hope you keep themthere.

M5. SHOWALTER: This is Marilyn Showalter. This
is a conceptual coment, really, rather than a question, but
in addition to seeing whether the existing | SOs beconme nore
efficient, you would want to know what their efficiency
| evel was when they started out.

In other words, if you saw a | ot of progress in
one area because of an I1SO it mght be froma very
inefficient starting point. And if you take another area
that starts with a nore efficient starting point, do you
have any basis to think that you're going to reach the sane
ki nd of increnment?

On the other hand, if you had two areas, one with
an |1 SO and one without, and each were the sane degree of
i nefficiency, and one got better because of an 1SO it n ght
tell you something. |If it didn't get better because of an
| SO, that also might tell you sonething.

MR. HEMSTAD: This is Dick Hemstad in Washi ngton.
Take the illustration in the Pacific Northwest where
Bonnevill e provides 70 percent of the transm ssion now At
| east intuitively | start with the assunption that the

l'i kel i hood of significant increases in efficiency would be
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| ess there than in some other parts of the country where
there are alnost deliberate barriers to efficient
transm ssi on.

MR. TURNURE: This is Jim Turnure. Well clearly
I f you were to undertake that sort of analysis, one of the
first inmportant questions would be what is your indicator of
efficiency?

And again you can have quite a few of them
Anything fromthe cost per negawatt hour in a region to the
runni ng costs of particular plants to their physical sorts
of efficiency neasures.

It is always very inportant to know what your
baseline is, and is everyone dropping the sanme, or are they
converging to sonme common point. That is an inportant
| earni ng exercise in those sorts of anal yses.

MR. WHITMORE: This is Charlie Whitnmre at FERC.
| just reiterate the thought that any kind of specificity
and detail that you can suggest in your coments about how
this analysis could be best perfornmed, or what pitfalls
m ght be in doing it, or whatever, | think would be
extrenely hel pful.

MR. HENDRI E: This is Janmes Hendrie in
California. | guess this is a sort of follow up question.
Native | oad was not on the treatnment of native |load? So you

assuned that native | oad woul d be econom cal ly di spatched
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regardl ess of where it ended up?

So | guess the question is: How did you treat
native | oad and existing contracts?

MR. TURNURE: This is Jim Turnure again at |CF.
Essentially the nodel has the capability to handl e vari ous
sorts of contracts, although it can be extrenmely conplicated
at tines.

For exanmple, we do often nodel nust-run type
contracts, whether they're requirenments' contracts or that
sort of regulatory type contracts, or reliability based
contracts on a unit basis.

VWhen it cones to native |oad, you have sone
decisions to make in terns of the nodeling exercise |ike
this. And you can think of native | oad as one type of
contract. It's sort of a sinplifying concept that hel ps you
t hink through the issues there.

So let's say that native load is a formof a
contract. The real question is: Does it affect dispatch or
doesn't it? And the way we have handled it here, we have
made the assunption but | think it is very plausible and we
prefer to do it in our normal whol esale practice as well,
that native load requirenments in effect do not affect the
conpetitive dispatch within a region, or the economc
di spatch within a region

The argunment then becones, you know, what about
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the allocation of the cheaper power, or the nobre expensive
power. But that beconmes nmuch nore of a regul atory state-by-
state type of debate.

So we have handl ed native | oad here as being

equi val ent to conpetitive or economc dispatch, and | w |

| eave it at that. | nmean this has been the source of much
di scussion. So people may want to pick up on that. | don't
know.

MR. HENDRI E: And the qualifying, |ike qualifying
facility contracts, are nodeled already as being sort of
nmust -t ake, or nust-run?

MR. TURNURE: Yes. That's generally howit is.
It'"s like a constraint that constrains a unit to run even if
it's nore expensive.

MR. HENDRI E: And one nore question kind of
related to native | oad. Does this assunption, does the nodel
I nclude nmunicipal utilities or not? How are they treated in
this?

MR. TURNURE: There isn't a distinction that |'m
aware of. There m ght be particulars of their contract
status that would be handled in a simlar fashion to what
' ve described, but as far as |"'maware there is no big
di stinction for, you know, LADWP or the other municipals.

MR. HENDRIE: So just to be clear, the nodel

assunes then that nmunicipal utilities or governnent entities
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i ke EPA woul d be part of an RTO and woul d be participating
i n dispatch according to the way the nodel is run. Right?

MR. TURNURE: Yes. The units, the plants
t hensel ves, are all affected by the dispatch unless there is
sonme specific contractual limtation that we have been
reflecting here.

There is no institutional sort of limtation |ike
t hat .

MS. MOKENE: This is Margaret Kathy Mokene with
t he New Mexico Conmmi ssi on.

Jim Turnure, | have a question about your
schematic on page 63 of the report. Could you just briefly
review how you arrived at your qualitative result of shifts
in power flows in the Western interconnections?

One specific exanple | aminterested in is the
4.3 terawatt shift fromthe AZNM subregion to the SOCAL
subregi on. Page 63 shows that.

MR. TURNURE: Yes. Let me just point out, these
schematics are things which you don't often see in this sort
of report. We felt that we should include them because we
| ook at the interregional transfers very often to understand
what i s happening in nodel runs and why.

So we thought, as we expl ained these results
anmongst ourselves, to include this, nmaybe it woul d confuse

sonme people, but maybe it would be a hel pful piece of
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I nf or mati on.

Essentially this particular map, if you will, on
page 63 of the study is show ng you the base case transfers
and the policy case transfers for the Western regions in
2006.

MS. MOKENE: Right--

MR. TURNURE: Oh, wait. \Which version are we
| ooki ng at?

MS. MOKENE: | wonder if you could provide it
ei ther now or maybe we could ask for this in comments, nore
detail on how you arrived at this interesting concl usion.

MR. TURNURE: Well, if we are |ooking at the AZNM
transfer to SOCAL in particular, that is essentially what
the qualitative discussion is tal king about.

The way that we approached this froma
calibration standpoint led to a certain anount of--we
essentially had to get California to generate the way it
actually generated in a recent year.

And in order to do that, we had to make them
generate a little bit nmore than the nodel would optinmally
li ke to generate. And when we reduced those interregional
hurdl e rates, or trade barriers, in fact what happened was
SOCAL picked up a series of inports both fromthe Pacific
Nort hwest and from Ari zona- New Mexi co.

And you can actually see a little bit of that
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comng in addition to AZNM from that central NWPPE East
Region. So that is alnost |ike a wheel-through going on
there where they are generating a little bit nore in the
interior West, and that is sort of flow ng through Arizona
into the SOCAL area. That is the sort of effect you see on
a broad scal e.

Is that hel pful at all?

MS. MOKENE: That is helpful, Jim |'mjust
wondering if this is truly based on the reduction in
i nterregional trade barriers, or I guess in this case
i ntraregional would be a better word, or if you are taking
into account the firmy planned builds of, for exanple, the

seven nerchant plants that are forecast for New Mexico.

MR. TURNURE: | guess | woul d--
MS. MOKENE: --that cone from
MR. TURNURE: |I'msorry. | guess | would say

that over tinme the influence of new generation becones nore

i mportant in these because the nodel will | ocate generation

where, for exanple, delivered gas prices are |ower, or where

construction costs are | ower.
And so over time the increased liberalization of

the grid basically allows that to go on a little bit nore

than in the base case. So for exanple those nerchant plants

get to cone in. The nodel may very well | ocate additi onal

gas capacity in those regions |like AZNMin order to reach
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the California export market if it's cheaper to |ocate the
pl ants there.

So that is the sort of phenomena you woul d
expect .

MS. MOKENE: COkay. | was just interested because
your time horizon is relatively short on this particul ar
graphic. It's 2006. And there is a fairly substanti al
shift here in power flows between these subregions. So |
was just wondering how you got there so quickly.

MR. TURNURE: Yes. Well in the near termit is--
In the near termyou are picking up a ot of transfers even
with basically the sane installed generating base. And you
are really backing down units in SOCAL.

MS. MOKENE: COkay. That's very hel pful. Thank

you.
MR. TURNURE: Um hmm
MR. McM NN: Rory McM nn. Just one--
MR. MEYERS: Could you speak up a little bit,
pl ease?

MR. McM NN: Can you hear ne?

MR. MEYERS: Yes. Now we can.

MR McM NN Jim this is Rory McMnn. | just
have to throw this in after the comment that you made to
Margaret. You factored in |ow cost of construction, |ow

cost of delivered gas, but you didn't factor in the manana
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factor in New Mexico.

(Laughter.)

MR. McMNN:  Sorry, Jim | just had to throw
that in.

MR. TURNURE: | guess I'll take that as a gentle
criticism

MR. McM NN: Just a side joke, Jim Sorry.

MR. TURNURE: Ckay.

MR. FREEMAN: Jim this is Brice Freeman in
Wom ng. Looking at this schematic on page 63 and goi ng
back to the fact that |I think you' ve said that the nodel
didn't include transm ssion expansion, transm ssion capacity
expansion, so this assunes that the fact that there isn't
any capacity from Ari zona- New Mexi co across to Sout hern
California right nowisn't a problem

| mean it kind of ignores that problem doesn't

MR. TURNURE: |'mnot quite sure what you're
getting at there.

MR. FREEMAN: Let's see. Who's on the phone from
Arizona?

(No response.)

MR. FREEMAN: Still? Nobody on the phone stil
from Ari zona?

(No response.)
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MR. FREEMAN: Jerry Smth, are you there?

(No response.)

MR. TURNURE: | nean--this is Jim-we are being
asked to check and recheck links and transfer capabilities,
and that is no surprise to ne that you've picked one
particular one to take a | ook at there.

MR. FREEMAN: Well | think the sane could be said
for, you know-nmay potentially be said for every line that
I's on these pages.

If you don't contenplate any transm ssion
expansion, it is hard for nme to understand how you get these
transfers acconpli shed.

MR. TURNURE: Well, and you're speaking from
Wom ng? |Is that right?

MR. FREEMAN: Ri ght .

MR. TURNURE: Right. And you look at things |ike
the Western Governors Association, and the Western
infrastructure is pretty sparse and pretty dispersed, and it
does make a big difference which of these paths we're
t al ki ng about.

| try to make the point that this is not a
reliability study, per se, and one could | ook at the
specific links in regions with nuch nore of a power flow
nodel or an engi neering approach and find out if there are

sonme inportant issues with nore detail ed or disaggregated
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| ooks at what this type of power flow shift would nean for
particul ar regions and for infrastructure and reliability.

This can't substitute for that but it can inform
it, is the way |I would characterize that.

MR. FREEMAN: Well | guess | was just--you know,
we' ve been talking for, at |east for several nonths if not
for over a year about various projects and various paths in
the Western part of the United States, and the conceptual
transm ssion plan certainly infornms that, but the fact of
the matter is there are significant congested paths in the
Western United States and | don't think the nodel, from what
you have said today, addresses that issue at all.

MR. TURNURE: This is Jimagain. The only thing
| would really say is that, again, ICF as a firmis doing
work with clients throughout the country on a continuous
basis, typically dozens of projects at any one tine.

So we are very experienced with taking--1 nean we
have Power World and GEMAPS. W have ot her npdeling systens
that are engineering in nature and are nore detail ed.

We are always taking these |inks down and
breaki ng them apart and conparing themto power flow
conditions, and that is part of our qualifications.

So again they are very live issues, very
legitimate issues, and it would be well worth considering

what the meaning of that is in nore detail. But that is
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sonmething that we are famliar with as an issue, and we do
t he best job we can with it.

MR. FREEMAN: All right. Thank you.

MR. HENDRIE: This is JimHendrie. | wanted to
ask a quick question about Denmand Response in this.

The nodel assunes that the peak gets reduced by
3.5 percent. So that would be the total systemm de peak for
all the submarket segnments of demand. Right?

MR. TURNURE: For all the peak demand, yes.

MR. HENDRI E: And how nmany hours is this assuned
to happen for? Just one hour, or ten hours, or a hundred
hours, or--

MR. TURNURE: Well that depends | guess on how
big the peak segnent is and how many hours are in the peak
segnent of the ten segnents. | don't know that number off
the top of ny head, I'mafraid. Good question.

MR. HENDRI E: Could you give a ballpark? | nean
woul d 100 hours be a reasonable estimte?

MR. TURNURE: Probably, yes. Something in that
range.

MR. HENDRI E: Ckay. And it is just assuned that
t he peak gets reduced? There's no discussion about what
price is needed to get this peak reduction?

MR. TURNURE: You will see sonme nobre detail on

/1L

t hat when we produce the nore detailed assunptions docunent.
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W did alittle statistical exercise about that, and that is
the result of the spreads between the segnental prices in
each region.

It says if people experienced a Demand Response
or a price elasticity within the peak-to-offpeak price
spread within their own region. So that depends on what the
base case set of segnmental prices really is.

M5. SHOWALTER: This is Marilyn Showal ter. How
are you making the connection between whol esale prices and
retail response? What's the nexus or nechani sm by which
there is a response?

MR. TURNURE: Well maybe there's other Comm ssion
staff, maybe not even in this room who could address that
better. The Commi ssion has been tal king about this issue
for sone tinme, and in fact has fairly recently issued a
staff paper on this subject.

If you |l ook over the material that is avail able
on the relationship between regi onal markets and Demand
Response, you could nake the argunent--again, we're doing
this in a scenario analysis context, and it is nore of a
what -i f approach.

But you certainly could make the argunent that
demand-response prograns first of all can be inplenented in
a fully integrated environment, so there is no necessary

connection between retail conpetition and demand-response
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prograns.

That is to say, a fully integrated utility can
offer price--time varying rates and other things that offer
price signals to custoners w thout having a conpeting
service provider take on that role. So there is not a
necessary retail access dinmension to it, per se.

Secondarily, one thing that is com ng out of
mar ket nmonitoring and mtigation is a very heavy enphasis on
Demand Response, so heavy that it may becone a part of that
aspect of regional and RTO market policy that you just can't
escape certain kinds of bad price effects w thout having
price response in there.

" m not sure institutionally what that w |
amount to in terns of the details, but this study is
rei nforcing an ongoi ng perception that sone type of fairly
substanti al Demand Response programs are going to have to be
part of a successful whol esal e market because you can't just
have supply side conpetition in the end.

MR. HENDRI E: Can you el aborate a little on the
peak--1 think this is a good question of how the whol esal e
gets translated into the--

MR. MEYERS: \Who is speaking, please?

MR. HENDRIE: This is JimHendrie with the PUC
foll ow ng up.

MR. MEYERS:. Thank you
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MR. HENDRI E: So are you saying then the nodel
woul d give you a whol esal e price of $300, and then you
assune there is sone elasticity, that that reduces peak
demand by an extra cent, or sonething? |1Is that the way the
nodel is working?

MR. TURNURE: It is nore |like you would take the
spread between the off-peak prices in a region and the on-
peak prices. So it mght be a spread between $20 a negawatt
hour and $50, $60, $80 a negawatt hour, and you treat that
as a price delta, and you apply what is actually a quite | ow
price elasticity to that.

MR. HENDRI E: So the npodel then | guess--the
nodel really doesn't do well for the distinction |ike peak,
of f - peak prices, but you are saying that when you run the
nodel you end up with peak prices that seldom get above $80
or so? |It's nore the spread between the on-peak and the
of f-peak that is driving this reduction?

MR. TURNURE: Yes. Chris MacCracken may have
| ooked nmore recently at some of our typical on-peak prices,
but it ought to be set by the running cost of the npst
expensive unit and sonme kind of capacity surcharge, if you
will.

It is not really a market power infinite demand
type of a peak price system

MR. HENDRI E: So the market would cl ear, at the
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nost, say $100? Sonmewhere in that ballpark range, then,

right?

MR. TURNURE: You would think something |ike
t hat, yes.

MR. HENDRI E: Okay. Thank you.

MR. GALLAGHER: Jim follow ng up on Conm ssi oner
Showal ter's question a m nute ago, | thought she had asked a

si npl er question, which was just that in your Demand
Response case are you just basically assum ng that the
whol esal e price that comes out of the nodel is passed
through to the retail consuner?

MR. TURNURE: ©Oh, we actually in order to sort of
come up with a sinple ballpark figure for this assunption,
we all owed half of the custonmers in each region to have this
kind of elasticity response.

MR. GALLAGHER: Basically real-tine pricing for
hal f of the consuners? That's what you assunmed?

MR. TURNURE: Right.

MR. GALLAGHER: Okay.

M5. SHOWALTER: This is Marilyn Showal ter again.
If the purpose of the study--and maybe it's not--but if the
pur pose of the study is to show whether RTOs are a good
i dea, then it seens to ne what you've done here is assuned
Demand Response and showing it, that Denmand Response shows

an efficiency, therefore RTOs are a good idea. O show the
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efficiency.

But then the justification for putting it in
there is that if we had RTOs there would have to be sone
Demand Response.

So I"'mjust having--it seens |ike a cart before
the horse. O is it just to say, does it anount to saying
there would be nore volatility in the whol esal e market,
therefore that volatility would be unbearable for the
utilities, so the states would have to find a way to pass
t hese costs on nore directly to the customers?

MR. TURNURE: Well again this is Jimat ICF
Consulting. Well, Chairman Showalter, | think that this
gets back to your original set of coments, which is
essentially the issue of certainty, or probability, or
proof, if you will, of what the connections really are here
bet ween the policy and the outputs.

And | think that that is a very good place for
this debate to be. That is just nmy opinion. Maybe you
needed a different consultant to try to tell you that, you
know, this all has to happen.

I"'ma little too much of a social scientist in
the end to be wanting to go there, and that is not the way
we handled this. We are trying to be very cl ear about very
conplicated potential inmpacts, but we are relying on that

word "potential" here.
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And it is up to the Comm ssion, which has been on
record in many instances tal king about their belief in these
types of effects. You could do nore of an econom c
literature review approach, and I think you would find nmany
hundreds of articles and court cases in fact pointing to
conpetitive incentives in these types of contexts.

Those are the sorts of things you could then do
as followup here, but we bit off a pretty |arge piece of
the issue here, which is what connections in the market mke
the nost difference for econom c outcones. And what
potentially unexpected effects mght you find if you take
dynam cs into account here.

MS. SHOWALTER: Well | think it probably does go
back, | bring it back to the word tautology. | think that
Is what this is. That is, your study says if an RTOis nore
efficient, then it will be nore efficient. That is what it
says.

| heard sonebody say it's not a tautol ogy, but
you should think about it because | think that's exactly
what has happened here. This is a perfect exanple.

| f RTOs produce Demand Response that equals X,
then it will be nore efficient. Well that is a truism But
maybe this is really just a debate, or a difference about
what this kind of study, if undertaken, in general is

supposed to help people to do.

{
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| think what it was supposed to help people to do
i s deci de whether RTOs were correct, and how to inpl enent
them not to show that if you assune it's nore efficient it
will be nore efficient. Because it doesn't get you to the
t hreshol d question, or decision point of is it better than
the current systen? O how are these efficiencies due to an
RTO versus how are these efficiencies possible, potential
under our current system

MR. WHITMORE: This is Charlie Whitnmore at FERC
| think you are quite right that part of this does go to the
I ssue of what this kind of study could or should show.

| think part of it also goes to a somewhat
different issue, which there are sort of two questions
i nvol ved here. One of themis, that if an RTO worked the
way it is supposed to work, what would the potential gains
be? And | think that is the question that the study sets
out to answer and conmes up with sonme answers.

There is a separate set of questions of whether
RTOs as they are actually proposed will in fact do that.
And there you have a problemany time you are doing an
I nnovative approach to things. The gap between the
aspiration and what turns out to be the reality is extrenely
difficult to assess quantitatively ahead of tinme through
this sort of thing.

So |l think it leads to two separate discussions.
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One is: If this worked properly how good an idea would it
be? And which parts of it are nobst inportant?

And the separate question is: Can it work
properly? 1Is it likely to work properly? And so forth.

And then | think there is a third sort of

question that conmes in which is: Could you achieve simlar

results as quickly through other nmeans?

19

And | think that in particular gets into an issue

of the relationship between this and Standard Market Design

because what the study shows ne, at least, is that there are

consi derabl e gains to be gotten from having nore conpetitive

whol esal e markets on both the supply and the demand si de.

And that those effects are larger than the
transm ssion effects, especially when you don't add extra
transm ssion |lines to the equati on.

Qur belief all along has been that you woul dn't
be able to get those conpetition benefits unless you had a
regi onal standardi zed platformon which to build. That is
question that we need to discuss further, and | agree with
you this study does not touch those.

MR. MEYERS: Well ['Il tell you what. W are

ki nd of running out of time, but I want to give Jim Turnure,

since Marilyn has asked the sane question | think maybe six

times, a chance to answer.

Is this a self-fulfilling study? In other words,

a
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did you assune certain benefits as part of the design of the
study? And then did you sinply measure what those benefits
were? And then, voil , you've got your answer that you
designed in in the first place.

s that kind of what you're saying, there,

Marilyn?

M5. SHOWALTER: Yes, | think that is another way
to put it.

MR. MEYERS: COkay. We have a couple of m nutes.

MR. TURNURE: Well | am happy to take the
question on. It is JimTurnure again. | would--the way I

would put it is as follows:

There is a fairly long set of studies of
conpetition in the electric power sector. There is a |lot of
information in all those previous sets of work. A |ot of
the effort here was not so nuch to make up a nunber and put
It in as an assunption, but rather to go around
systematically finding the best information we could that
was pre-existing, and use that as a set of assunptions for
this study.

Now we did not undertake a probability approach
in this study. Nor did we undertake a conparative cross-

I ndustry systematic literature review. So therefore we do
not have either sone--you could put a set of nunmbers on this

that had a probability judgnment to it that would be pretty
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subj ective, and you could have a big pile of what you m ght
hope woul d be persuasive evidence one way or the other on

t he question of whether conpetitive power markets actually
get efficiencies or not.

Those are steps people could choose to take in
the future. What we have done here is, rather than attenpt
to elimnate uncertainty, put uncertainty into a
gquantitative context.

And so in ny view we have separated out which
benefits lead to the nost bang for the buck, and | think
that that has been within its own context a useful enough
exerci se.

| again woul d wonder what, you know, what people
would like to see, and | would hope the Comm ssion woul d be
wel come to peopl e asking for what kinds of evidence they
woul d be satisfied by.

MR. GARCIA: Jim this is N cholas Garcia again
with the Washi ngton Conm ssi on.

| guess it strikes me that a |lot of the studies
that you refer to as the basis for your 6 percent generation
I nprovenent, as an exanple, also made assunptions. And they
made assunpti ons about what sort of inprovenments are going
to be made.

And it seens to me that we have those assunptions

built upon assunptions. And they may turn out to be right.
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| don't know. But it seems to nme that that is what led ne
to the suggestion | nade earlier, which was let's | ook at
sonme exanples that have taken place to see whether or not
they are showing the type of results that we are assunming to
be here.

MR. TURNURE: | don't knowif it's nmy role to say
that's an excell ent suggestion--

MR. RUSSO It is.

MR. TURNURE: --but it is.

MR. MEYERS: Okay, are we pretty nuch w apped up
here? | hope this call has been sonmewhat hel pful as you go
ahead and prepare your filings for April 9th.

| mght mention that the transcripts wll be
posted in 10 days. Those are free transcripts. You can buy
themearlier, if you want to.

We are going to be sending around pretty soon
sone Demand Response materials com ng out of the FERC
Conference that we had recently for your review. And
woul d like to further nmention that this past Wednesday- -t hat
woul d be March 13th--FERC indicated that it was going to be
rel easi ng a wor ki ng paper on Standard Market Design.

That should be up on the web site al ong about
now. It may be there right now If it's not, it's going to
be there in a couple m nutes.

Is there anything el se--oh, Charlie, you wanted
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to say one other thing?

MR. VWHITMORE: Yes. | would like to say that
you' ve given us a great deal to think about. And while the
debate back and forth about tautology is not a terribly
confortable one fromthis end, we have heard what you have
said and we are thinking about it.

| think some of the other suggestions about doing
sone enpirical work on existing | SOs and naybe sonme nore
things in other countries is an excellent one.

So it has been | think a very productive
di scussion fromour point of view So thank you.

MR. HUGHES: This is Herb Hughes in New Mexi co.
| want to add to that. | think it has been very productive.
| just hope you will see this, as | do, but particularly
after this discussion, as a work in progress.

MR. MEYERS: Good. We certainly do. And your
comments have certainly registered.

We have one nore?

MR. RUSSO. Yes. This is Tom Russo. | would
like to ask all of the participants to really, when you | ook
at the results of this report, sort of factor in Standard
Mar ket Desi gn, Denmand Response, and RTOs, all under the sane
unbrella, if you will. Because | think sone of the results
of this report could informus on Standard Market Design, as

well as RTOs in the future.
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So it is just not limted, even though the report
is dealing with RTO policy, a lot of the things in the
report | believe go well beyond just whether there should be
an RTO. Standard Market Design may be an interimstep in
the evolution to an RTO

| just |leave you with that.

MR. MEYERS: Any w apup thoughts fromthe states?
O is that about it?

MR. HENDRIE: This is JimHendrie with just a
quick followup to that. | think also you can | ook at the
nodel and say, if you assume the npdel exists and you want
t hese benefits, then that nmay drive what market design
shoul d do, which it may or may not be doi ng.

MR. MEYERS: Okay. Well thank you all very much.
It has been very useful fromthis end, and have a great
weekend.

(Many voi ces say 'thank you."')

Wher eupon, at 4:06, Friday, March 15, 2002, the
t el ephone conference in the above-entitled matter was

adj ourned.)



